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SECTION A
Answer ALL of the questions in this section.

(You are advised to spend approximately 50 minutes on this section.
You are also advised to make use of the data provided in your answers.)

1. (a) Identify the four factors of production.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(2)

 (b) Explain what is meant by:

  (i) the rate of interest,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) profit.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2) Q1

(Total 6 marks)
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2. Spain is the world’s largest producer of olive oil. In 2005 production of olive oil fell due 
to Spain’s worst drought since records began.

 (a) Draw a demand and supply diagram to show: 

  (i) the equilibrium price and quantity before the drought,
(3)

  (ii) the equilibrium price and quantity after the drought.
 (2)

 (b)  (i) Define price elasticity of demand.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) Explain what will happen to the revenue of olive oil farmers after the drought if 
the demand for olive oil is price inelastic.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(3) Q2

(Total 10 marks)
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3. The following table shows the change in the exchange rate between the US$ and the 
Icelandic Krona 2004–2005.

2004 2005

Icelandic Krona US$1=70 US$1=63

 (a) Which currency, US$ or  Icelandic Krona, has depreciated in value?

   ___________________________________________________________________

   ___________________________________________________________________
(1)

 (b) An importer in Iceland bought an American car for US$10000.  How much would this 
cost in Icelandic Krona in:

  (i) 2004,

    ________________________________________________________________

    ________________________________________________________________
(1)

  (ii) 2005?

    ________________________________________________________________

    ________________________________________________________________
(1)

 (c) Briefly explain two possible effects the change in the exchange rate between 2004 and 
2005 may have on the balance of payments of Iceland.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(4) Q3

(Total 7 marks)
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4. The graphs below show the % Gross Domestic Product (GDP) of the three sectors of the 
Bulgarian and Cambodian economies.

 (a) What is meant by Gross Domestic Product?

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(2)

 (b) With the aid of an example, define: 

  (i) primary sector,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) tertiary sector.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)
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 (c) Which sector experienced the greatest growth in:

  (i) Bulgaria,

    ________________________________________________________________

    ________________________________________________________________
(1)

  (ii) Cambodia?

    ________________________________________________________________

    ________________________________________________________________
(1)

 (d) Using the data above, identify which country, Bulgaria or Cambodia, can be considered 
to be a developed country. Give one reason for your answer.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(3) Q4

(Total 11 marks)
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5. With the aid of examples, explain the following terms:

 (a) (i) visible trade,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) invisible trade.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

 (b) How is the balance of trade calculated? 

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(2)

TOTAL fOr SECTION A: 40 MArKS

Q5

(Total 6 marks)
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SECTION B

You should answer THREE questions in this section.

Indicate which question you are answering by marking the box (   ). 
If you change your mind, put a line through the box (   ) 

and then indicate your new question with a cross (   ).

Question 6

6. Between 2003 and 2004 the population of Italy fell. 

 (a) Briefly explain three possible causes of a fall in the size of a country’s population.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(6)

 (b) Identify and briefly explain two economic problems which could be associated with 
a fall in the size of Italy’s population.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
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   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(6)

 (c) Discuss two measures the government of Italy could use to overcome the problems 
identified in (b).

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(8) Q6

(Total 20 marks)
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Question 7

7. (a) What is meant by a budget deficit?

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(2)

 (b) Identify and explain one advantage and one disadvantage of an increase in government 
expenditure on education.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(4)

 (c) (i) Identify two ways in which a government could fund the increase in expenditure 
on education.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) Examine the advantages and disadvantages of the two ways of funding the 
increase in expenditure identified in (c)(i) above.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
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    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2x6 marks) (12) Q7

(Total 20 marks)

M28983A_O_GCE_Economics_Jan_200813   13 29/08/2007   09:14:19



Leave 
blank

14

*M28983A01424*

Question 8

 8. In 2005 Cadbury Schweppes, a British chocolate manufacturer, announced plans to invest  
£70 million to build a new chewing gum factory in Poland. Cadbury Schweppes already 
owned Wedel, the leading chocolate brand in Poland.

 (a) (i) The combination of Cadbury Schweppes and Wedel is an example of which type 
of integration?

    ________________________________________________________________

    ________________________________________________________________
(1)

  (ii) Briefly explain two advantages of this type of integration to Cadbury 
Schweppes.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(4)

 (b) Identify and explain three reasons why Cadbury Schweppes might have decided to 
locate its new chewing gum factory in Poland. 

   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
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   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________

(9)

 (c) Cadbury Schweppes’ decision to invest £70 million to build a new chewing gum factory 
in Poland is an example of foreign direct investment.  Briefly explain one advantage 
and one disadvantage of foreign direct investment for the economy of Poland.

   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________
   ___________________________________________________________________

(6) Q8

(Total 20 marks)
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Question 9

 9.  (a) Define:

  (i) disposable income,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) real income.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

 (b) Briefly explain how inflation might affect:

  (i) the foreign trade of a country,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(4)

  (ii) borrowers and lenders in a country.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

M28983A_O_GCE_Economics_Jan_200816   16 29/08/2007   09:14:19



Leave 
blank

17

Turn over*M28983A01724*

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(4)

 (c) Explain how monetary policy can be used by a government to control inflation.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(8) Q9

(Total 20 marks)
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Question 10

 10. (a) Distinguish between a public limited company and a sole trader in terms of:

  (i) ownership,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (ii) finance, 

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

  (iii) control.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(2)

 (b) Explain three main factors which will influence the location of a small retail shop.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
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   ___________________________________________________________________

   ___________________________________________________________________
 (6)

 (c) (i) Why would a government wish to increase the number of small businesses in a 
country?

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(4)

  (ii) Explain two measures which a government could take to achieve this objective.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(4) Q10

(Total 20 marks)
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Question 11

11. With the aid of demand and supply diagrams discuss the effects on an economy of:

 (a) the introduction of a minimum wage rate,

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(7)

 (b) a decrease in subsidies to domestic farmers,

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
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   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(7)

 (c) the discovery of additional oil supplies.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(6) Q11

(Total 20 marks)
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Question 12

12. (a) With the aid of examples, explain the terms:

  (i) specialisation of labour,

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(3)

  (ii) international specialisation by a country.

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________

    ________________________________________________________________
(3)

 (b) Examine the advantages and disadvantages of international specialisation to a country.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
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   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(8)

 (c) Briefly explain how the work of the World Trade Organisation can benefit developing 
countries.

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________

   ___________________________________________________________________
(6)

TOTal fOR SECTION B: 60 maRkS

TOTal fOR PaPER: 100 maRkS
END

Q12

(Total 20 marks)
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